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OFFICE OF REPORTS AND ESTIMATES, C1A
" FAR EAST/PACIFIC BRANCH

ISTELLIGENCE HIGHLIGHTS HO, 39
9 February - 15 February 1949

SECTION I, SUMMARY OF FAR EAST TRENDS AND DEVELOFMENTS

o Chinese -ﬁatj.omlist repatriation of OKAMURA and other VJap'ane‘z:a war
oriminale hae aroused strong Chinese Communist resentment, in part because
of the credonce given rumors that Japanese troops will fight in China (p. 2).

US Seoretary of the Army Royall believes that indecision over Japaness
reparation payments is retarding econonic recovery there (p. 2). The revel-
ation of Japanese Conmunist participation in the USSR spy-ring may have an

- offeot on present Party leadership ? o 2)¢ The Commnists have interpreted
recent US withdrawa) rumors es proof of their growing power, while other
Japunsee groups view fhe rumors with dismay (p. 3). Meanwhile, in a reversal
.of the expeoted course towards rightist coalition, the Democratic FParty has
refused e bid to merge with the Democratio-Liberals (p. 3).

In Koree, President Rhee is opposing the UN Commiseion on Eorea's view

that its firet mission is to try for unification of the divided country. The
National Assembly, meenwhile, has indicated its desire for continued US troop
oooupation (p. 43@ |

CHIANG ¥ani-shek, although "retired,* continues to exercise comsiderable
 influence over Nationalist political and military affairs in China (p. 6).
PAI Chung~hsi ocontinues to vie for power in South Chima (p. 7). CHANG Chih-

chung has reportedly resigned his position as a peace negotiator and will
endeavor to set up his own regime in Sinkiang (p. 7). .

Iﬁdeohimﬁé President Xuan is attemptiﬁg to shore up his position in the
facs of a rising tide of opinion against him (p. 4).

_ Premior Phibul has mede a gesture of rec.c'moilia'hi.on with ex~premier
Pridi, in an atbtempt to consolidete Siamese anti-Royalist foroes (p. 5)a

UK forces have intensified the Malayan antiatarroria‘b campaign -(Pe 5)o

( 1)11! Delegate Romulb appears to be bidding for the Philippine‘ presidensy
Pe 6)o

“The merginal no‘Eations wsed 1n éucceéding aéotion‘é of this Wsok‘;'[y
{"A™, YB® or "C") indioate the importence of the items in B/FE opinion
with "A" representing the most important, ' '
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SECTION II. DEVELOPMENTS IN SPECIFIED AREAS

GENERAL

re—— _

Chinese Communiﬁts oppose OKAMURA repatriationm. Chinese Nationalist . nge
rapatriation of ex-General ORAMURA and 259 other war criminale held in Chimne-

on grounds thet their capture by the Commnists would conatituta "double
jeopardy," has riven the Chinese Communists an opportunity to embarrass SCAP
and the US. ‘

OKAMURA, wartime commander of all Japanese troops in China, was known
ag one of the "better generals,” and was responsible for few atrocities. Te
was particulariy effective in devising counter~meesures against Communist
guerrilla unita, Arrested as a war criminal after VJ-Day, he spent a long
period “awaiting trisl" in Nenking, during which time he served as advisor
to CHIANG Kaishek and the Minister of National Defense. His trial, in
Jamiery, ended in acquittal. Among the rumors circulating after his repatri-
ation to Japan was one ‘that declared he would confer with SCAP regarding the
employment of Japanese troops in operations against the Chinees Communists.

The Chinese Communists now demand that OKAMURA and the other 259 repatri-
atos be surrendered to them beforé any peace~talks begin, a réquest which
highlights their very real fear of future anti-Communist employment of Japan<

ese foroes. _ '

© JAPAN

Reparations_decision img;?ativea Japanese economic recovery iz being seriously "BY
ndlcapped by Ted fallure to reach a finel reparations deoision, according

to Army Secrstary Royall. The Japansse Govermment ls spending 221 million yen

& month to maintain and guard industrial plants earmarked for reparatioms,

Royall reports. Pending reparations decisions, foreover, Jepanese industrial-

ists are forced to delay new financing end efficient plant integretion. The

adverse effest of these factora on necessary rehabilitation of the Japanese

economy, in Royall®s opinion, makes en early settlement of tho reparations
question desirable. '

JOP leaders named in USSR spy cassa Disolosure of the Sorge spy-ring hes upw
Tmplicated Beveral IeaEing_Sapanese Communist Party (JCP) politicians,
including ITO Ritsu, e member of the JCP Politbureau and Supreme Council and

444 or #5 men in the Party, as well as NAKANISHI Ko, JCP member of the Diel’s
Upper House. :

. The JCP has vipgorously denied involvement of either WAKANISHI or ITO, in

ecoord with its line that the JCP is "independent” of the USSR. NAKANISHI®s
oonnections with the Sorge ring appear to have been of so pro-~Soviet a nature
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that his future within the JCP seems assured despite the undesirable publiclty.
1?0, however, is charged in the report with unintentional betraysl of the ring.
The JCP will probably not forgive IT07s blunder, howsver unwitting, and his

Party influence will probsbly diminish. I70's failure to run in the recent
general elsotions may be a signifioant indicatlon of this diminishing influence.

tion to US withdrews) rumors. Reports that the US 1s reconsidering its mz»
stratogic position and obligations in Jopen bave brought mixed reactions.
Jepanese Gommniste ab once put their own interpretation on the alleged pro-
‘posal as implying SCAP recognition of its inability to curb Communist expan-
sion, vhile non=-Commmnist Jepancse viewed the proposal with dismey, pointing
out thet & withirevel vould ellow nabive Commmists and the USSR to exploit
Japen's wiarmed condition, Premier YOSHIDA has declined cormont other than

to say, Mmposaible®,

Thile the Japanese Government would like to ses a reduction in ocoupation
costs, vhich now consume roughly & third of the nationel budget, the last
desired solution is withdraval of US troops. Any feeling that the US has
fyritten of % Japan in the event of hostilities, added to the shock of recent
Chinese Commmist victeries, would boost Japanese Commnist prestige as the
party of the future among the large mumber of Japanese now fence-straddling.

sopats pofuse to o peervabiy 21ition. Democratic Party Presi-~ “B"
; "Een has declined Pr YOSHIDA's offer to inelude Democrats

~in a coalition government of conservative parties. In rejecting the invi-

tation INUKAI renoged on o previous arrangement with JOSHIDA dnvolving

ellocation of cabinet posts to important Democratlic leaders as well as
eventual merger with the Democratic-Liberal Party.

INUKAI, a proponent of merger, was compalled to reverse his position
. pinee the issue threatenod party unity, Opposing DUKAL was former porty

_ president and ex-Premier ASHIDA Hitoshi,who. despite his indictment for
connection with the political scandals Inet brousht the £all of his govern-
ment and his resignation of the party presidency, was re-elocted to the
Diet, The foremost advocate of Pmiddle-of-the-road™ policles in Japan,
ASITIDA retained sufficient influence in party caucuses -- ¢lose to half the
Party's Lower House delegates ~w~to block INUKAI's plan.

The Demoerat's refusal to enter a coalition government in no wé.y' pro-

oludes successful legislative operations by the YOSHIDA government, which
has a confortable majority. Nevertheless, as an independent party the
Democrats will contimue to represent "a throat in being® around vhich
opposition to the extremo comservative Demooratic-Liberals may possibly

be able %o rec‘onatitwt.e a moderate regime.
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_ KOREA

06 and the UN Commission on Korea (UXCOX) may develop over the
issue of unification. UNCOK clearly considers its first tesk to be assistance
in unification of the divided country and intends to consult with Koreans both
in the north and the south. Rhee, however, strongly opposes UNCOKts intent to
make direot contaot with northern Koreans or any other action that might be
Anterproted as according de facto resognition to the North Korea Peoples’
Republio, Even in southern Korea, Rhee will probably ask thet UNCOK oonsult
only with officiels of his govermment. Any such attemptes to reastrict UNCOK®s
aativities will inour the resentment of UN delogates and reduce the paycho-
logical advantage efforded to the Republic of Korea by UNCOK®s presence in
S8eoul. ’ ~

Meenwhile, the National Assembly has indioated its sontinued desire for
US %roop probtection by the defeat, 96 to 36, of a resolution requesting with=
drawal of US forces. Seventy-one signatures enough to bring the resolution
to the Assembly floor were obtained before the voting but an impassioned plea
by Rhee brought the measure’s defeat. Rhee declered that US troops were ’
prosent in Korea nct of their own wvolition but at the request of the Republioc,
that they arée neceded for stability while Korean security forces are being
strengthened end that they will depart willingly when requested,

INDOCHINA

Xuan attempts to tighten his control. In an effort to tighten his control ngn
and ou,f's :EEE rising sontiment egeinst him, President Xuan of the Provisional
Central Goverinent of Vietnam has taken two signifioant steps eince his roturn
%o Banoi from France. First, he has reducéd the autonomous Hinistry of Infore
mation td the lovel of a publicity bureau, working directly through Xuanls
office. The question of press censorship, a source of oontroversy botween
wvarious officials of the Central Govermment, is behind this move, The amount

of froedom to be allowed the Vietmamese press in respeot to anti-French and
anti-government oritioisms remains unsettled despite Presidemt Xuan's action.

: In an attempt to check his loss of face caused by Bao Dai's invitation
%o Tran-ven~Huu, Governor of Souwth Vietnam, to discuss that stateis status
within unified Vietnam, Xuan has tried to take oredit for having arranged
Huu®s trip to France, Both these moves have been interpreted as an effort
%o forestall Xuan's possible replecement by Huu, whose popularity has grown
while Xuan's influence has proportionmately deolined, ‘
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Phibul paves way for Pridi reconcilietion. late political devolopments, ngw
MLgE;H B grime Winicter Thibul's recent broadcaet, indicate the
{nminende of a possible agreement between faotions of the 91932 coup d%etat"
party. Fhibul, leader of Siem's military faction, and ex~premier Nal Pridi,
are the two most important figures of the oivilian-military clique which in
1932 overthrew an sbsolute monarchy and established a constitutional ome.

Nal Pridi is presently reported to be ready to quit his solf-imposed exile,
Phibul’s broadeast was remarkable for its conoiliatory tone and probably
_represents abandomment of the regime’s anti-Pridi propaganda line., Fhibul
stated that whother or not Pridi joins forces with him depends upom political
clrcumstances as well as on Pridi himself., The Premier ooncludad with a

any course of action which would unite Siam or provent

promise t6 support
a national oalamity.

Since 1932, govermmental control has rested in the hands of one or
another faotion of the "1932 ooup dtetat” party, and despite political differ~
enges and séhisms within the group, it has united to frustrate all Royalists
efforts to regain political domination, The present inoipient solidification.
of the group seems to be a repetition of this politiocal patterm. The popu~
larity of the semi-Royalist alique, which in November 1947 put Phibul into
power, ic rapidly waning. The inoreese of Royalist personnel in the govern-
‘menb, and the obviocusly Royalist nature of the new constitution are also
important factors underlying Premier Phibul’s overture to the Fridi group.
Phibul further finds himself no lenger able to command undisputed loyalty
from Army and Police commanders.

_ If Pridi and Phibul reach en agreement, it is likely thet Pridli will
emerge as the dapinant political figure. In this case, Siam will probably
experience e more offeotive and stable govermment, with increased orientation

towards the US and greater participation in general Aslan affaire.

v ’ .

- British in%ehai% offensive against bandits. Three developments lest week "B
ndlod shet e British are heighvu Their operations againat terrorists.
- First, a British communique ammounced a joint Siameso-British strike against
Communiste along their mutual border, desoribed as the biggest thrust since

the begimming of the terrorist uprising in Malaya. Strong' Siamese police and
Army columns are operating on the north gide of the border, with British

forces in action in adjacent north Kedah.

Second, the government has stated that 1t will nob tolerate "the

gugtenance or sucdoring” of bendit organizations by either voluntary or °
‘extorted money payments, In Johore, Muar, and Malaaoa, 35 property owners,
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whose obtates have been contributing proteotion money to terrorist organi.-
eations, have been arrested.

The third, a government committse’s report on the squatter problem,
recommends closgly supervised ressttlement of the squatters on State land,
Malay reservations, or forest preserves. Squatters who refuse resettlement -
would be subject to ocompulsory repatriation, Without government supervision,
squatters constitute e sorious security risk, since they provide ideal cover
areas for the bandits--sometimes engaging in terrorist sotivities themselveg--
or, under procsure, contribute food and shelter to the bardits,

PHILIPPINES

Romulo bids for the presidenmoy. Carlos P, Romulo, Philippine Ambassador to =®p®
UN, appears %o be making an open bid for the presidency in the election
to be held this fall, Since his return to the thlippines, on 24 Janvary
from the Asian Canference, Romulo has been on & highly-vublicized spsaking
tour, Many of his speeches~-which deal with domestio as well as inter-
national issues--bear the earmarks of cempaign promises. Romulo hes oftem
 intimated hie presidential aspirations privately, but his current tour marks
the strongest public indication of such intensions. Romulo will leave the
Philippines 16 February, but he expeots to return in mid-April, Should the
ourrent rift between Prosident Quirino and Senate President Avelino--who are
now vying for control of the mejority Liberal Party-~be further widened, and
should publio opinion appear favorable, Romulo may then announce his inten~

tions to seek the presidential nomination, possibly on the Liberal Party
tloket, . . .

Although comparatively new to polities and oriticized by scme Filipinos
for his strong pro-US inclinations, Romulo's stature as a national and inter-
national statosman has grown constantly in the Philippines during the past -
seven years, His work in the UN has been a source of pride to most Filipines,
and his role as one of the leading figures at the recent New Delht confersnos
was highly applauded and publicized by the Manila press. Although Remulo
lacks e political machine, he is believed to have established important
ocantacts with local politicos who do have organised followings.

CHINA

CHIANG's present position: CHIANG®s continuing interference in man
the operation of the National Government indicates he is not content
to remain in permmnent "retirement." Despite his reported assurances
to Acting Fresident LI Tsung-jen that he would not participate in
Chinese politics for the next five years, CHIANG, rather than LI,
is looked to for leadership by many National Government officiaels and
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military men. CHIANG, in fact, remains Tsung*sel (leader) of the
Xvominteng, whiéh continues to dominate the Government., In particular
CHIANG's influence appears strong over the military forces in the Shanghai-
Wonking arse, end the Chinese Air Force as well as among Nationalist
administrators in Taiwan. In Canton, the Cabinet-appointed by CHIANG =
sontinues to act independently of LI. In southwest China, CHIANG's influence
is supported by CHANG Chun, recently appointed Director of the Chung-
king Pacification Headquarters. ’ :
' CHIANG can return to power, howaver, only with diminlished and
-1ess widely~accepted authority. Although he is probably counting on
the fact that there is mo other leader of similar stature available
to potential resistence forces, tendencies toward regionalism continue
in meny of the provinces., While CHIANG's retirement has in many weys
been ean astute political maneuver, his continued sbsence from the direct
gcene tends to imercasc the oppsaition to his return.
PAL Chung-hei vies for power in South China. In the tug of war ayn
now going between the Bwangsi clique and CHIANG Eai-shek, PAIL Chung-
hsi 1s firmly behind Acting President LI Tsung~jen. PAL ccmmands the
personal loyalty of one of the few reraining Kationalist troop con-
centrations, presently located in the Wuhan arca. Recentividence
indicates he dees not intend to defend that area, should the Com=
munists advance against Hankow in force. The withdrawal of his troops
 and ordnance across the Yangtze has accelerated. Hisz eventual '
destination is probably his native province of Kwangei., PAI has made
somewhat excessive claims of support in South, West, and Northwest
China. PAI, a good tactican himself, has sccused the CGeneralissimo
of "the worst military blunders in history” and has set about to eradicate
all vestiges of CHIANG's control wherover possible. Unfortunately he
. can @c this only in areas, save perhaps Kwengsi itself, which are in
‘inminent danger of Communist occupation. Fot all the people in the
PAI-LI camp mre confident of success. One official, high in the councils)
feels that CHIANG, through control of the finances of anti-Communist
China is capable of eventuelly bringing the Kwangsi clique to heel.

Pormation of Horthwest "anti-Communist® bloc: As previously re= Ju
portea,‘ESn. CHANG Chih-chung, Gommeader of Hationalist Northwest
Headquarters and concurrently 2 member of Nanmking's officisl peace
migsion to the Communists, left Nenking for the Northwest eurly this
month. In Lanchow, CHANG called a meeting of Northwest leaders,
jneluding MA Pu-fang and MA Hung-kwei, Hoslem warlord governors of
Teinghai and Minghsia provinces. Reports of the meeting indicate
that these Northwest Moslem leaders have rejected the Comnuni sts’
piecemeal surrender formula, and are moving toward organizetion of a
Northwest hnti-Communist” defense bloc. Last week, tho Commumist radio
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denounced CHANG Chih-chung and the Moslem leaders as "hogus” officials,
and CHANG announced his resigration as a member of Nanking's official
peace mission to the Communists. These developments mean that CHANG
realizing the futility of dealing with the Communists as a representative
of the impotent LI Tsung=jen who cannot oontrol the recalcitrant North-
west warlords, is prepared to sever his connection with the Grvernment,
Having ascertained the gentiments of the Northwest leaders, CHANG
will presumably proceed to Tihwa to carry out his announced mission
of negotiating an agreement with the USSR regarding Sinkiang. In
sddition to the terms previously reported, the contempleted agreement
is said to provide for withdrawal of Chinese Government troops from
Sinkieng, Conclusion of the agreement would result in creation of an
"autonomous” reégime not only for Sinkisng but probably also for parts
of Ninghsia, Kansu and Tsinghai, thus allo.ing consolidation of Soviet
control, at the expense of the Chinese Communists, in these areas
deemed strategically vital to USSR socurity. CHANG Chih-chung, MA
Pu-feng snd MA Hung-kwei, so long as they do not obstruct Soviet aims,
should receive Soviet guarantees of continued authority and Soviet
backing against any hostile moves from the Chinese Lommunists.

Netionalists Favor Proposed UN Mediation: Chief Australian UN .

delegate Eveti's unoffioial proposal for mediation in China’s civil
war is Pavored by Nationalist leaders who see in possible UN action

* their main means of gaining interrational support. At the least,
a UN consideration would have propagande value for the Nationalists
and would tend to place the onus for protable refusel of UN mediation

~ on the Communists. The National Government has previously considered
‘initiating an appeal for UN action and mey still do so under ostensible
preasurs from groups in the Legislative Yuan which will convene shortly.
However, any official proposal for UN mction will be opposed by various
great powers aB well as by the “hinese Communists, who have already
brosdcast their vociferous objections.

!lﬂﬂ

_ Communist officials in Tientsin " correct” bul uncooperative. US wgo
representatives, during the Tirst three weeks of Tientsin's occupation,
have found the Communiat officials %o be correct in their behavior,

but hardly cordial. #lthough the various Consulates and information '

. offices have continued to function, the Communists apparently do not
intend to accord recognition to thoce functions until diplomatic

relotions are estaplizhed with the governments concerned. C“ommunications
outeide Tientsin are forbidden, and the Communists have taken "into
custody” the Ub Consulate's receiving and transmitting radio. ECA
gupplies have also been confiscated, and the ECA program for North

China has been terminsted. Americans and other aliens have thus far

been allowed freedom of movement, but licenses permitting the operation
of sutomcbiles have not yet been recieved, #11 former Tientsin newepapere
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have céased publication, and the entire contents of the new “ommunist
paper, including local news notes,.s censorsd by superior suthorities
elsewhere. While the Yommunists have assured protection to all foreigners,
& number of foreign nstionals have found it advisable not to protest

the billeting of Communist troops in their homes and buildings. Living
costs knve been rising rapidly, and the Communist civil administration
appears to have only rudimentery knowledge of the problems of an urban
economy. The principal complaint of foreign officials is that it hes

been impossible to contact Communist officials locally who admit to

having sufficient authority to take action. = -

, Commnists to establish Central Plains regional government, The
Chinese gommunists Teve announced that "45,000,000 people of the liberated
Centrsl Plains...will soon have a uni fied democretic government,”
slected by a "congress of people's representatives.” The new govern-
ment, which "in view of wartime conditions and lack of time for pre-
peration ...will be a provisional one,”" will administer Communist-
controlled sreas between the Yellow River and the Yangtze, tuking in
the major part (but less than half the population) of the provinces
of Shensi, Honan, Hupeh, Anhwei, and Kiangsu.

Ihe Central Plains govermment will be the third suchregional

regime in Communist China. The Northeast (Manchurian) administration
sxercises control over perhapa 40,000,000 people. lhere are approximately
80,000,000 in the provinces of Chahar, Hopeh, Shansi, and ®hantung,
administered by the North China People's Government, proclaimed last
August after the unification of two border region governuents. #ccepting
the Communists' conservative estimate of the Communi st=controlled

" population of the Central Plains, about two-fifthes of China's pecple

now live in Communist sreas. *he formation of this new regional govern=
ment and the indirect admission that Communist military conquests have
outrun political preparations geem to imply that it will be several
wmonths before the Communists announce, and invite international recog-
pition of, a Yommunist-controlled Fational Government of Yhina.

o A"
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SECTION 1II. B/FE ESTIMATE

PFROSPECTS OF COMMUNIST NORTH CHINA TRADE

Pali-scale Commnist exploitation of North China's export potenti-
alities will not be possible until & stable and effective govern=
ment emerges in that area. During 1938 North China exports wers 27%
of China's total. Before substantial trade can develop, such & govern=
ment muat éstablish efficient transportation of commodities to port
olties, a stable foreign exchange rate, and an effective customs
authority to control imports. Until these conditions can be met,
North China's trade will likely consist of small opportunistic "deals”
arranged by or through independent Chinese merchants of Shanghai,
South Chine and Hong Kong. A limited barter agreement with the USSR,
exists as another possibility.

_The USSR, Great Britain and the US each has orgonized trading
companies {either private or governmentel) which are prepared in varying
degrees to satisfy the import demands and to take adventage of the ex~
port potential of North China. It appears that in the short run the

" Rusgians will pitch in but do not have much to offer. The British are

best prepared but probably will not actively initiate trade. The US
wi 1l perhaps be excluded.

The USSR will have the easiest immediate access to North GChine.
During 1948, Soviet trade with the Chinese Communi sts in Manchuria is
believed to have totalled from US $20 to $30 million. The Communist-
developed Northeast General Trading Bureau, organized to handle exports
from Manchuria to the USSR, may set a pattern for the newly opened

. North China Beneral Trading Bureau. Although the USSR is the country

most likely to receive ready cooperation from such bureaus in the next
few months, the USSR trading representative in Tientsin is reported
tc have been unable to arrange any sort of transaction there as yet.

The British Government has a passive policy of strict neutrality

‘towards China end has, in effect, told British firms with interests in
Chine that whatever they do is all right but that the UK cannot help

them officially except by being cold to tho National Government. The
two large shipping and trading firms, Jardine Matheson Company end

~ Butterfield & Swire, are currently engaged in large end profiteble

ﬁrade’in'Soukheast Asis. Because of their extensive Asia traffic, these
compariles will be in a position to resume China operations on & lerge
scale at mny time. During the interim period of instability neither
major company plans to go out of its way to trade with the Communists,
chiefly because the British feel it will be fruitless to try to negotiate
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with the Communists, although their ships may be engaged as carriers.
Despite the coolness of the major companies, small, independent firms
in Hohg Kong (mostly Chinese but inoluding many Western nationalities)
will probebly engage in an energetic traffic with North China, at
Shantung ports as well as at Tientsin. This trade will be largely
uncontrolled by the Communists, just as the small traffic that now

oxists with Manchuris end the Shantung littoral is unregulated, and

henee will be extremely attractive to speculative traders, especially
dealers in gold, opium and other illegal commodities. -

‘The US merchants in China, like the major British firms, see no b

. way to initiate business during the interim. The Amsricans have no - -

closer "entrepot” than San Francisco at which to awalt a stable Com-

munist China where normal business can resume. Whils there are many

special commodities needed by the Compunists which only the US can

provide, the bulk of consumers®' zoods in demsnd in North China can be

easily supplied by the British. In view of the established network

of Hritish commercial agents throughout the provinces of Yorth China

and the absence of a similar US net, it appears that the British will

be favored when business becomes possible, The assertion in 50Me

quarters that the Commnists are more anti-American than anti-British

‘is snother consideration in prejudicing the position of American business-

men in North China. The future position of the USSR in North China
_ is snother indeterminate which may or may not hurt the chances of

_the UK and US. To the Chinese Communi.sts, US, UE and USSR representatives

may all be "foreign devils." =
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